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SECURITIES AND EXCHANGE COMMISSION

Staff Accounting Bulletin (SAB) No. 77 has been published by the SEC.
SAB No. 77
expresses the staff's views regarding the allocation of debt issue costs in a
business combination accounted for as a purchase, according to an SEC release.
The release states that this SAB adds Sub-Section 6 to Topic 2.A of the staff
accounting bulletin series. The SAB states that fees paid to an investment banker
in connection with a business combination accounted for as a purchase must be
allocated between direct costs of the acquisition and debt issue costs when the
investment banker is also providing interim financing or underwriting services.
Debt issue costs should be amortized by the interest method over the life of the
debt to which they relate.
Debt issue costs related to the bridge financing
should be recognized as interest cost during the estimated interim period
preceding the placement of the permanent financing.
Any unamortized amounts
should be charged to expense if the bridge loan is repaid prior to the expiration
of the estimated period.
SAB No. 77 is expected to be published soon in the
Federal Register.
For further information, please contact John A. Heyman or John
M. Riley at the SEC at 202/272-2130.

TREASURY, DEPARTMENT OF
The

IRS Commissioner's Advisory Group is scheduled to meet on 3/16-17/88 in
Washington. D.C., the IRS announced recently.
Five areas have been selected for
discussion by the Commissioner.
They are as follows:
technology; tax reform;
customer service/quality; enhanced resources; and strengthened voluntary
compliance.
The IRS said the first three areas will be addressed 3/16/88 under
the topics of Tax System Redesign, Tax Reform Act and Taxpayer Correspondence.
The agenda for 3/17/88 includes the remaining two areas and general discussion.
The meetings will be held at the IRS National Office, 1111 Constitution Avenue,
N. W., Room 3313, Washington, D.C. beginning at 8:00 a.m. each day.
Those
interested in attending should notify Robert F. Hilgen at the IRS at 202/566-4143
by 3/10/88 because space is limited.

Temporary income tax regulations relating to real estate mortgage investment conduits
(REMICs) have been issued by the IRS (see the 3/9/88 Fed. Reg., pp. 7504-14).
The
IRS said the regulations provide guidance as a result of the Tax Reform Act of
1986 (TRA '86) and prescribe the manner in which an entity elects status as a
REMIC for Federal income tax purposes and the procedures to be followed when
filing a Federal income tax return as a REMIC.
The regulations also require a
REMIC to file information returns with the IRS and to provide notice to holders of
interests in the REMIC of income and certain allocable expenses attributable to
their interests.
TRA '86 "disallows certain miscellaneous itemized deductions in
computing the taxable income of an individual to the extent that the aggregate of
those deductions does not exceed 2 percent of the individual's adjusted gross
income," the IRS said.
Therefore, the temporary regulations "prohibit the
indirect deduction through pass-through entities of amounts which are not
allowable as a deduction if paid or incurred directly by an individual."
The
temporary regulations also provide guidance for the provisions of TRA '86
regarding reporting requirements for REMICs.
The temporary regulations are
effective after 12/31/86, and, with respect to certain sections of the Internal
Revenue Code, for calendar quarters and calendar years after 1987.
The IRS also
said it is "interested in comments on possible alternatives that would simplify
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the reporting requirements to holders of REMIC regular interests by brokers and
middlemen who hold as nominees."
The IRS also said any such comments should
"address the cost and administrability of any suggested alternative methods."
If
further information is needed after reading the temporary regulations, please
contact, at the IRS, either Beverly A. Baughman at 202/566-3297 regarding the
allocation of expenses by REMICs or Laura Ann M. Lauritzen at 202/566-3829
regarding all other matters.

An amendment to temporary regulations permitting shareholders of a passive foreign
investment company to make the election to be characterized as a qualified
electing fund has been issued by the IRS.
The temporary regulation was issued as
a cross reference to proposed regulations by the IRS (see the 3/2/88 Fed. Reg.. p.
6781 and the 3/7/88 Wash. Rpt.).
The amended regulations will provide that the
qualified electing fund (QEF) may be made by any shareholder of a passive foreign
investment company (PFIC) that is a U.S. person provided the election is ratified
by the PFIC no later than 12/15/88. The amendment was announced in IRS notice 8831, which is scheduled to be published in Internal Revenue Bulletin 1988-13, dated
3/28/88.
For further information after reading the notice, please contact Gayle
E. Novig at the IRS at 202/634-5423.

"All problem resolution officers now will have authority to issue taxpayer assistance
actions." IRS Commissioner Lawrence B. Gibbs announced 3/10/88 at the Ninth Annual
Federal Tax Day in New Jersey held in East Windsor, NJ.
He said that in "most
cases" such actions will involve suspending an enforcement action such as a wage
levy or issuance or a lien pending review, or expediting procedures such as the
processing of a refund or release of a lien where the statutory requirements are
met.
The Commissioner also told the audience that all members of Congress and top
IRS officials will soon receive a draft copy of a publication entitled "Your
Rights as a Taxpayer," and will be asked to comment on its contents.
He said the
brochure highlights sources of free help in preparing returns, what to expect if a
return is examined and taxpayer's appeal rights.
The Commissioner also noted that
within the next several months three IRS task forces will be completing work on
expedited administrative procedures to appealing erroneous liens, upgrading the
clarity of IRS notices, and a major review of the civil penalties in the tax code.
The Commissioner reported that the IRS penalty task force has identified some
problem areas--their number, some inconsistency in application, their potential
for misuse as revenue raisers, and the effect of pyramiding penalties for one
offense.
He said the task force is examining such basic questions as: 1) Is the
purpose of a penalty to punish a taxpayer or deter noncompliance? 2) If taxpayers
want to comply but don't understand their obligations under the law, how effective
is a penalty? 3) Should there be an overall penalty philosophy; a framework that
can be used to make rational decisions about administering the penalties already
on the books and legislating any new penalties? and 4) How can we improve the
penalty system through changes in practice, procedure, law and taxpayer
understanding?
The Commissioner said the task force is expected to present its
recommendations in July.

The Commissioner also discussed the Taxpayer Bill of Rights, about which he
stated, "My concern is that this well-intentioned but short-sighted piece of
legislation could backfire on all of us."
Commissioner Gibbs then itemized some
of the provisions of proposed legislation to which the IRS is opposed;
1)
Application to the IRS of the Regulatory Flexibility Act because imposition of
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the Act's requirements would slow down the issuance of guidance to small business;
2) Reimbursement of professional fees to allow recovery of litigation fees and
expenses where the IRS position in litigation is not "substantially justified;" 3)
Criminal penalties for investigations relating to any taxpayer where such
activities are not connected with the administration or enforcement of the
internal revenue laws; and 4) Increase in levy and distraint levels.

Commissioner Gibbs concluded his speech with a report on the 1988 filing
season.
He said that as of 3/4/88, 36.7 million returns had been filed, down 2.4
percent from the same time last year and that the IRS had processed just 1 percent
fewer returns than last year.

Guidance on proposed regulations that require certain employee benefit plans to
provide for benefit accruals without regard to age has been issued by the IRS.
According to Notice 88-25, the proposed regulations will, in general, provide that
no year of service may be disregarded because of the attainment of any age in
determining benefits payable to employees from certain employee benefit plans.
The benefit accrual rules will apply to all years of service including years of
service before 1/1/88 completed by a participant in a defense benefit plan who has
at least one hour of service in a plan year beginning on or after 1/1/88, the
notice stated.
The IRS states that the proposed regulations will provide that if
a defined contribution plan allocates amounts to accounts of participants under a
formula that takes prior service into account, all years of service, including
those before 1/1/88, must be taken into account in determining allocations for
plan years beginning on or after 1/1/88.
The proposed regulations are expected
to be published in the Federal Register for public comment no later than 3/31/88.
The IRS stated that in the interim taxpayers could rely on the guidance in Notice
88-25, which is scheduled to be published in Internal Revenue Bulletin 1988-13,
dated 3/28/88.

SPECIAL:

JOINT COMMITTEE ON TAXATION ISSUES PAMPHLET REGARDING PENALTIES IN THE INTERNAL
REVENUE CODE; HOUSE WAYS AND MEANS COMMITTEE SCHEDULES HEARING

The Joint Committee on Taxation (JCT) has published a pamphlet entitled, "Description
of Tax Penalties." which states that the revenue from tax penalties makes up less
the 0.5 percent of the revenue collected by the IRS.
The JCT pamphlet, JCS-4-88,
examines reasons for the recent growth in the number of penalties, and discusses
issues arising in connection with proposals to consolidate and reform penalty
provisions of the tax law, such as the extent to which penalty provisions overlap
and the merit of putting caps on the total amount of penalties that can be imposed
for related transactions.
The publication describes penalties relating to
negligence, civil fraud, substantial understatement, valuation, failure to file
and failure to pay, information reporting, estimated tax, tax shelter, return
preparer and criminal activities.
Additionally, the JCT pamphlet gives analyses
on the development of the penalty structure, the theory of penalties,
the
tabulations of IRS penalty assessments, the overlapping penalties, the gaps in the
current penalty structure and the caps on penalties.
The JCT pamphlet was
released on 3/9/88 and is for sale by the Superintendent of Documents, U.S.
Government Printing Office, Washington, D.C. 20402, 202/275-3030.
In a related action, the House Ways and Means Oversight Subcommittee scheduled
a hearing for 3/31/88 to "review the structure, fairness, effectiveness, and
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application of the civil penalty provisions contained in the Internal Revenue
Code."
In announcing the hearing, Rep. J.J. Pickle (D-TX), the chairman of the
Oversight Subcommittee, said, "My goal is to develop a penalty framework that is
fairer, simpler, and easier to administer.
It is important to maintain the trust
of honest taxpayers by ensuring that there are proper penalties for those who fail
to comply with the tax laws."
Rep. Pickle also said that the 3/31/88 hearing,
which will focus on the existing penalty structure, would be the first in a series
of hearings to examine the civil penalty provisions in the Code. At the first
hearing, testimony will be heard from representatives of the Department of the
Treasury and the IRS.
Additional hearings will be scheduled at which time public
witnesses will have an opportunity to testify.
Those wishing to appear at future
hearings must submit their requests in writing no later that 4/8/88 to Robert J.
Leonard,
Chief Counsel,
Committee on Ways and Means,
U.S.
House of
Representatives, Room 1102 Longworth House Office Building, Washington, D.C.
20515.
The 3/31/88 hearing is scheduled to begin at 9:00 a.m. in Room 1100
Longworth House Office Building, Washington, D.C.
For further information about
the 3/31/88 hearing or about the hearings to be scheduled, please contact the
staff of the Ways and Means Committee at 202/225-5522.
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For further information contact Shirley Twillman at 202/737-6600.
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